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Donald L. Horwitz 
+1 (312) 884-0953 

Donald.horwitz@nadex.com 

�

November 26, 2014 
 
Via CFTC Portal Submissions 

Mr. Christopher Kirkpatrick 
Secretary of the Commission 
Office of the Secretariat 
Commodity Futures Trading Commission 
3 Lafayette Centre  
1155 21st Street, N.W.  
Washington D.C. 20581 
 
 
RE: Self-Certification of Rule Amendments:  Nadex Adds Bitcoin Binary Contracts – 

Submission Pursuant to Commission Regulation §40.2(a) 
 

 
Dear Mr. Kirkpatrick: 

 
 Pursuant to Section 5c(c)(1) of the Commodity Exchange Act, as amended (“Act”), and section 
§40.2(a) of the regulations promulgated by the Commodity Futures Trading Commission (the 
“Commission”) under the Act (the “Regulations”), North American Derivatives Exchange, Inc. (“Nadex”, 
the “Exchange”) hereby submits to the Commission its amendments to the Nadex Rulebook which add 
new Binary Contracts to its current product listing.  Nadex hereby submits the terms and conditions of the 
new Bitcoin Binary Contracts (the “Bitcoin Contracts” or the “Contracts”) as represented in the following 
new Rule: 
 

�  RULE 12.20 BITCOIN BINARY CONTRACTS 
 
 Nadex plans to list cash-settled Daily and Weekly Binary Option Contracts based on the Tera® 
Bitcoin Price Index (the “TeraBit Indexsm”) to its retail market participants.1  On September 11, 2014, 
TeraExchange®2 (“Tera”) self-certified a submission describing the creation of its USD/Bitcoin Non-

���������������������������������������� �������������������
� �TeraExchange®, Tera® Bitcoin Price Index, and TeraBit Indexsm are service and trademarks of Tera Advanced Technologies, 
LLC.�
� �Nadex has no ownership interest in TeraExchange or the Tera Bitcoin Price Index, and is not an affiliate of TeraExchange or 
Tera Advanced Technologies, LLC.  �
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Deliverable Forward contract and it’s TeraBit Index.3  Public acceptance of the use of bitcoins in 
commerce has shown a favorable trend over time, and bitcoinist.net estimates 80,000 merchants 
worldwide currently accept bitcoin as payment.4  Consumers are now able to purchase a variety of goods 
and services using the digital currency such as food, haircuts, martial arts classes, airline tickets, e-
cigarettes, and even legal representation.5  Tera explained in their submission, “[a]s of September 2014, 
the total market capitalization of outstanding bitcoins is valued at approximately $6.5 billion,” and 
“[e]veryday, over 60,000 unique transactions are recorded into the blockchain.”6  Well-known merchants 
that accept bitcoins as payment include “Dish Network, Tigerdirect, Overstock, Virgin Galactic, 
Wordpress, Lord & Taylor, Cheapflights.com, Zynga, the Sacramento Kings, the San Jose Earthquakes, 
and Expedia.”7   
 

Bitcoin can be described as having entered its adolescent stage of development and is considered 
quite volatile during this period of burgeoning growth as compared with much larger and established 
economic markets.  Merchants and consumers need a means of hedging their risk of the fluctuating 
bitcoin value, which has at times seen a change of nearly 30% within a matter of days8.  As adoption of 
bitcoin as means of payment becomes more widespread its volatility is likely to decrease.  However, just 
as the value of established fiat currency fluctuates, even as the bitcoin stabilizes, users will find value in a 
short term risk management option.  Merchants and consumers may accept or obtain bitcoins which they 
must then hold for a period of time before they are able to convert bitcoins to currency.  Nadex Daily and 
Weekly Contracts can provide a readily accessible and low cost hedging vehicle for this payment 
structure.   
 
 The Tera Bitcoin Price Index is a compilation of price data from six different bitcoin exchanges 
from around the world.  Among other requirements, in order to qualify for inclusion in the TeraBit Index 
a bitcoin exchange must “have a broad customer base, with minimum trading sizes, with acceptable daily 
trading volume, and timely customer withdrawals.”9  Tera has developed a proprietary algorithm for 
determining the TeraBit Index price which minimizes the possibility that the price could be affected by 
market manipulation.  CFTC Associate Director Tom Leahy noted in the Commission’s Global Markets 
Advisory Committee meeting on October 9, 2014 that the TeraBit Index is “calculated using a volume 

���������������������������������������� �������������������
� �A copy of TeraExchange’s September 11, 2014 submission is attached in Exhibit A.�
2�http://bitcoinist.net/there-are-many-reasons-why-merchants-should-accept-bitcoin�
 �http://money.cnn.com/gallery/technology/2013/11/25/buy-with-bitcoin/�
� �TeraExchange Self-Certification Submission 2014-25: Listing of USD/Bitcoin Non-Deliverable Forward Transaction by 
Certification Pursuant to Commission Regulation 40.2(a), September 11, 2014, page 8.�
� �Ibid at 9. 
+�According to Coindesk.com, bitcoin’s value on April 5, 2014 was $464.83, dropped to $360.84 on April 10, and 
jumped to $529.16 by April 16, 2014; on June 3, 2014 its value was $658.79 and dropped to $571.69 by June 14, 
2014; on September 23, 2014 its value was $435.38 and dropped to $319.64 by October 5, 2014; on November 5, 
2014 bitcoin was $337.14 and increased to $427.24 by November 12, 2014.  (http://www.coindesk.com/price/)�
3�TeraExchange Self-Certification Submission 2014-25: Listing of USD/Bitcoin Non-Deliverable Forward Transaction by 
Certification Pursuant to Commission Regulation 40.2(a), September 11, 2014, page 11.�
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weighted methodology that also trims outliers.  Back-testing of the Index showed that the Index 
consistently reflected prevailing bitcoin prices, and that the Index was not influenced by outlier prices.”10   
 
 In addition to the accepted methodology, Tera uses market surveillance to detect any possibility 
of market manipulation.  Tera has enlisted the help of the National Futures Association (“NFA”) to 
monitor its markets, coupled with its own monitoring of the TeraBit Index and the markets from which it 
obtains its price data.  Tera requires all of the bitcoin exchanges that contribute price data to sign an 
Information Sharing Agreement, which would provide Tera access to information regarding a particular 
bitcoin transaction(s) should they notice unusual activity.    
 

A security feature unique to bitcoin is that all transactions are recorded in a ledger known as the 
“blockchain”, which is publicly available on several websites.  The readily available public information in 
essence enables users to self-police the transactions, thereby deterring the potential for manipulation in 
the markets comprising the TeraBit Index.  Due to Tera’s accepted methodology for calculating the 
TeraBit Index price, its surveillance, and bitcoin’s blockchain transparency, Nadex believes that the Tera 
Bitcoin Price Index is an accurate and reliable indicator of the bitcoin value, and will prove to be an 
effective underlying market upon which Nadex bases its Bitcoin Contracts.  Nadex has therefore entered 
into (i) a license agreement with TeraExchange to use data from the TeraBit Index as the underlying 
market for its Contracts, as well as (ii) an information sharing agreement in order for both parties to 
surveil trading activity, monitor the market and Index for potential manipulation or disruptive practices.  
 
 Nadex has at least one dedicated market maker who will be contractually obligated to price a two 
sided market up to two minutes prior to expiration in these contracts.  The Nadex Bitcoin Contracts will 
have an Expiration Value equal to the last TeraBit Index value immediately prior to expiration of the 
Contracts.  It is not possible for an early release of the Contracts’ Expiration Value, as the final TeraBit 
Index price that will be used as the Expiration Value is unknown until the Nadex Contracts expire.  If the 
TeraBit Index is unavailable or in the discretion of the Exchange the last available print is not appropriate 
for settlement, we may obtain bitcoin pricing data for settlement purposes from one or more bitcoin 
exchanges or other data provider(s) that we deem appropriate under the circumstances, and in such 
circumstance the Exchange will determine the Expiration Value.  On the Expiration Date, Nadex will 
publish on its website the Expiration Value for each listed Contract as soon as practicable after the 
expiration of that Contract. 

 
 As with all of Nadex’s contracts, the Bitcoin Contracts will be fully collateralized.  Retail market 
participants will likely find the fully collateralized nature of the Contracts as particularly beneficial due to 
bitcoin’s high volatility.  Participants will be able to hedge their bitcoin price risks or otherwise trade the 
Nadex Bitcoin Contracts without fear of unlimited losses should the bitcoin value take an unexpected 
turn.  
���������������������������������������� �������������������
�# �Commodity Futures Trading Commission Global Markets Advisory Committee Meeting October 9, 2014.  Remarks of Tom 
Leahy, 1:49:25.�
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 Nadex believes that offering the Bitcoin Contracts to its Members will prove beneficial for 
several reasons.  As previously stated, the bitcoin is considered relatively volatile as it continues to grow 
and establish itself as a viable payment method for common goods and services.  Few outlets exist for 
hedging bitcoin price fluctuation risk, and while the Financial Crimes Enforcement Network and a 
handful of states have issued guidance or proposed regulations for bitcoin itself, some requiring bitcoin 
businesses to obtain a state license11, there are currently no US federally regulated derivatives exchanges 
available for retail investors to hedge bitcoin.12  Nadex believes its Members and market participants 
should have the same hedging opportunities as do institutional traders and other eligible contract 
participants.  Nadex believes listing the Bitcoin Contracts will fill that void and enable retail market 
participants holding bitcoin to protect themselves against bitcoin price risk. 
 
 Nadex is in a unique position to offer retail participants a particularly effective means of hedging 
bitcoin risk.  Nadex is a designated contract market and derivatives clearing organization registered with 
and subject to regulation by the Commission.  The TeraBit Index was created by the TeraExchange, a 
CFTC registered swap execution facility.  TeraExchange submitted a self-certification, which was 
reviewed by CFTC staff, explaining that the Index provided an accurate and reliable indicator of the 
bitcoin value.  Tera has created a methodology for calculating the TeraBit Index value which would 
remove extraneous prices thereby reducing the possibility of manipulation.   In addition, Nadex and Tera 
have executed a Mutual Information Sharing Agreement, and each party has agreed to assist the other by 
making available information regarding trades, bids, offers, volume, and other non-confidential market 
data, as well as confidential information if either party suspects that trading activity on the other party’s 
market was used or is being used to manipulate the TeraBit Index, or attempt to cause manipulation, price 
distortions or other disruptions on either party’s market. 
 

Finally, Nadex believes that its Bitcoin Contracts will offer its market participants the opportunity 
to trade contracts based on the underlying TeraBit Index in a fair and transparent arena.  Participation by 
retail traders will aid in price discovery of bitcoin’s true value as it will be more reflective of the overall 
market sentiment, rather than only that of eligible contract participants.  Indeed, by trading Nadex Bitcoin 
Contracts, retail traders can contribute to the overall price discovery process with respect to the value of 
bitcoin without having to directly own bitcoin.  This could significantly expand the amount of pricing 
information available to the marketplace. 

 
���������������������������������������� �������������������
�� �https://www.texastribune.org/2014/04/11/texas-banking-chief-issues-rules-bitcoin/ 
http://www.newyorklawjournal.com/id=1202668742780/Bitcoin-and-Virtual-Currency-
Regulation?slreturn=20141019111213 
http://www.coindesk.com/bitcoin-law-money-transmission-state-level-us/ 
http://www.theverge.com/2013/3/20/4127506/bitcoin-foundation-new-us-rules-targeting-virtual-currencies-are 
http://www.theverge.com/2013/12/12/5201636/without-legal-clarity-many-bitcoin-companies-go-unregistered 
 
�� �TeraExchange LLC is a swap execution facility registered with the Commodity Futures Trading Commission and 
provides trading opportunities to institutional clients.�



�

 �
�

�������	
������
������
��������
������������������� ��
������
������
���� ��!��������"��#�#��
�

$���%�&&'(�

�)��*+��,��������-�����.�/�0
����	���111�� 0
����	�
�#�2����*�, �
�

Nadex is also amending Rule 4.4 (Obligations of Market Makers) which specifies certain binary 
contracts’ position limits from which approved market makers engaged in bona fide market making 
activities are exempt.  Approved market makers will be exempt from the Bitcoin Contract’s position limit 
of 2,500 contracts and will instead be subject to a limit of twice the specified limit.  Additionally, the 
limit does not apply to the entire class of Binary Contracts, but rather to each Contract in the class (i.e. per 
strike).  The 2,500 position limit would still remain for all other non-market maker participants; however, 
confining market makers to these limits would require the market makers to stop quoting bids and offers 
in all Bitcoin Contracts when they reach the threshold.  In addition to those participants trying to trade 
Bitcoin Contracts, such requirement would be especially detrimental to participants attempting to 
liquidate open positions.  Moreover, under the 2,500 limit a single trader could place orders to establish a 
total position of 2,500 contracts long or short in a Weekly Bitcoin Contract(s) early in a week and, if the 
trades occur opposite the market maker, the market maker would be prevented from making any markets 
in any other Daily or Weekly Bitcoin Contract for the remainder of the week, which defeats the purpose 
of having a dedicated market maker.13   

 
Rule 4.4 requires any market maker taking advantage of the Alternative Position Limits to 

“provide the Nadex Compliance Department with a trade register detailing all trading activity in any 
account owned or controlled by the market maker in the contract underlying a Binary Contract during the 
15 minutes immediately before and after any expiration time identified by Nadex’s Compliance 
Department in the request.”14  This register must be provided within one business day of the request.  The 
Compliance Department may also request any other information it deems necessary from the market 
maker or TeraExchange (pursuant to its Information Sharing Agreement with Nadex) in order to assess 
whether the market maker’s use of the Alternative Position Limits was the product of improper activity in 
the underlying market.  

 
DCM CORE PRINCIPLES: BITCOIN BINARY CONTRACTS 

 
Nadex has identified the following Designated Contract Market (“DCM”) Core Principles as 

potentially being impacted by the addition of the Bitcoin Contracts:  Core Principle 2 Compliance with 
Rules; Core Principle 3 Contracts Not Readily Subject to Manipulation; Core Principle 4 Prevention of 
Market Disruption; Core Principle 7 Availability of General Information; Core Principle 8 Daily 
Publication of Trading Information.  
���������������������������������������� �������������������
�� �Once the market maker reaches the position limit, it can enter only orders to close out those existing positions 
until it has successfully reduced the position enough to alleviate the position limit issue.�
�2 �Nadex Rule 4.4(d)(ii) previously indicated that a market maker taking advantage of the Alternative Position Limit 
shall “provide the Nadex Compliance Department with a detailed trade register detailing all futures trading activity 
in any account owned or controlled by the market maker in the futures contract underlying a Binary Contract during 
the 15 minutes immediately before and after any expiration time identified by Nadex’s Compliance Department in 
the request.”  Prior to this submission, all Binary Contracts for which the market maker was permitted to use 
Alternative Position Limits were based on an underlying futures contract.  This submission removes “futures” from 
this section to accommodate all Binary Contracts identified in this Rule, including the Bitcoin which is not based on 
an underlying futures contract.�
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Core Principle 2 requires the DCM to maintain an automated trade surveillance system capable of 

detecting and investigating potential trade practice violations, and to conduct real-time market monitoring 
of all trading activity.  Nadex uses the automated SMARTS® surveillance system to aid in the ongoing 
monitoring of all trading activity, and has the capability of detecting potential trade practice violations 
based on the parameters set by the DCM.  This surveillance system monitors activity real-time and as 
with all Nadex contracts, day or night, the system will monitor the new Daily and Weekly Bitcoin Binary 
Contracts.  Therefore, the listing of the Bitcoin Contracts will not negatively impact Nadex’s ability to 
comply with this Core Principle.  
 

Core Principles 3 and 4 require the DCM to list only contracts that are not readily susceptible to 
manipulation and to prevent market disruption.  TeraExchange has already explained to CFTC staff that 
their TeraBit Index is not readily susceptible to manipulation due to their proprietary method of 
calculation, which uses a volume weighted compilation of prices from six different bitcoin exchanges 
from around the world, after any anomalous prices have been filtered out.  Nadex also believes the 
Bitcoin Contracts are not readily susceptible to manipulation as they will be based on the TeraBit Index 
which TeraExchange has already explained in its self-certification submission is not susceptible to 
manipulation.  It is unlikely that an individual would be able to manipulate the Nadex Contracts, as that 
person would need to successfully submit transactions misrepresentative of bitcoin’s true value on one of 
the bitcoin exchanges that comprises the TeraBit Index without detection by the public watching the 
blockchain, by Tera, or by the NFA.  Additionally, Nadex has a designated market maker who is 
obligated to provide liquidity in these contracts, limiting opportunities for the market to be manipulated.  
Nadex also uses the SMARTS surveillance system to assist with market monitoring and has a staff 
dedicated to market surveillance.  This Core Principle also requires a DCM to monitor the pricing of the 
index to which a contract will be settled and monitor the continued appropriateness of the methodology 
for deriving the index.  It further requires a DCM that uses an index traded at another venue have 
agreements that allow it to access market information on the activities of the traders in the reference 
market.  In addition to the SMARTS system which detects deviations in pricing, Nadex has a dedicated 
24 hour staff that monitors the markets in real-time.  Nadex and Tera have entered into a Mutual 
Information Sharing Agreement whereby each will provide non-confidential information regarding 
trading activity and certain confidential information in the event either suspects market manipulation.  
Therefore, Nadex’s ability to comply with these Core Principles will not be negatively impacted. 

 
Core Principles 7 and 8 require the DCM to make available to the public accurate information 

regarding the contract terms and conditions, as well as daily information on contracts such as settlement 
price, volume, open interest, and opening and closing ranges.  Nadex makes available on its website the 
Exchange Rulebook, as well as the Daily Bulletin which contains the preceding information.  The Results 
page on the website also publishes the Expiration Value and Settlement Value for all Nadex contracts 
settled during that week.  Contract specifications for the Bitcoin Contracts will be set forth in the 
Rulebook and linked on the Nadex website.  Daily settlement prices, volume, open interest, and opening 
and closing ranges for the new contracts will be included on the Daily Bulletin and posted on the Nadex 
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website. Therefore, the listing of the Bitcoin Contracts will not negatively impact Nadex’s ability to 
comply with these Core Principles. 

 
 

DCO CORE PRINCIPLES: BITCOIN BINARY CONTRACTS 
 
Nadex has identified the following Derivatives Clearing Organization (“DCO”) Core Principles 

as potentially being impacted by the addition of the Bitcoin Contracts:  Core Principle C Participant and 
Product Eligibility; Core Principle L Public Information.  

 
Core Principle C requires the DCO to establish appropriate requirements for determining the 

eligibility of transactions submitted to it for clearing.  Nadex has found that transactions in the Bitcoin 
Contracts are eligible for clearing and not readily susceptible to manipulation.  The Contracts will be 
based on the underlying TeraBit Index, which has demonstrated and been recognized by the Commission 
to provide an accurate and reliable value for the bitcoin.  Nadex has a designated market maker who is 
obligated to price a two-sided market for these Contracts, thereby providing sufficient liquidity.  
Additionally, Nadex is operationally able to accept the transactions for clearing and address any unusual 
characteristics of a transaction.  Finally, all trading in the Contracts, like all Nadex products, will be 
conducted on a fully-collateralized basis, thereby mitigating any credit risk of a particular member to 
Nadex or other market participant.  Nadex has therefore determined that these contracts are appropriate to 
accept for clearing. 

 
Core Principle L requires the DCO to make available to the public the terms and conditions of 

each contract, as well as the daily settlement prices, volume, and open interest of the contract.  As stated 
previously, the Rulebook is made available to the public on the Nadex website.  Settlement values for the 
Bitcoin Contracts will be listed on the Nadex website on the ‘Results Page’, as well as the Daily Bulletin 
which also shows volume and open interest.  Therefore, the addition of the Contracts will not negatively 
impact Nadex’s ability to comply with this Core Principle. 

 
DCM CORE PRINCIPLES: AMENDMENT OF MARKET MAKER OBLI GATIONS 

 
Nadex has identified the following DCM Core Principles as potentially being impacted by the 

addition of the Bitcoin Contracts:  Core Principle 3 Contracts Not Readily Subject to Manipulation; Core 
Principle 4 Prevention of Market Disruption; Core Principle 5 Position Limitations or Accountability; 
Core Principle 7 Availability of General Information. 

Core Principle 3 requires the DCM to only list contracts that are not readily susceptible to 
manipulation and Core Principle 4 requires the DCM to have the capacity and responsibility to prevent 
manipulation, price distortion, and disruptions.  As previously stated, TeraExchange has already 
explained to CFTC staff that their TeraBit Index, the underlying market upon which Nadex would base its 
Bitcoin Contract, is not readily susceptible to manipulation due to their proprietary method of calculation.  
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It is also unlikely the Bitcoin Contracts are susceptible to manipulation as to accomplish this would 
require a trader to successfully submit transactions misrepresentative of bitcoin’s true value on one of the 
bitcoin exchanges that comprises the TeraBit Index without detection by the public watching the 
blockchain, by Tera, or by the NFA.  While position limits are in place to deter market manipulation, 
exempting market makers engaged in bona fide market making activities from these limits is not likely to 
increase the risk of manipulation in these Contracts by a market maker.  Nadex has a range of protections 
in place to deter and, if necessary, detect and address any efforts to manipulate the price of an underlying 
contract.  These include the SMARTS surveillance systems, 24-hour staff, and Nadex’s Information 
Sharing Agreement with TeraExchange, as well as its participation in the Joint Audit Committee, 
Intermarket Surveillance Group, and the International Information Sharing Memorandum of 
Understanding and Agreement.  Moreover, Rule 4.4 requires the market maker taking advantage of the 
Alternative Position Limit to provide Nadex with a trade register of all futures trading activity in any 
account owned or controlled by the market maker in the TeraBit Index underlying during the 15 minutes 
immediately before and after the Contract’s expiration time.  Furthermore, the 2,500 position limit will 
remain in effect for all non-market maker participants.  Therefore, the amendment of Rule 4.4 will not 
negatively impact Nadex’s ability to comply with these Core Principles.  �

Core Principle 5 requires the DCM to “adopt for each contract of the board of trade, as is 
necessary and appropriate, position limitations or position accountability for speculators.”  Nadex has 
adopted a position limit of 2,500 in its Bitcoin Contracts which will be applicable to all non-market maker 
participants.  Nadex believes that exempting its market makers from this modest position limit is 
appropriate and necessary in order to maintain sufficient liquidity in the Bitcoin market.  Market makers 
taking advantage of the exemption would be subject to an Alternative Position Limit of twice the limit 
specified identified in Rule 12.20 (i.e. 5,000) in each Bitcoin Contract, as opposed to the entire Bitcoin 
Class of contracts.  The same Alterative Position Limit has been in place for the Nadex US Indices Binary 
Contracts since March 2011.  Since that time there have been no instances of market manipulation, or 
attempted manipulation, by any Nadex market maker.  Nadex has no reason to believe that permitting a 
market maker to utilize the Alternative Position Limit would prove any different than it has in those 
markets for which the exemption is already allowed.  Nadex has therefore determined that the amendment 
of Rule 4.4 to permit an Alternative Position Limit for approved market makers engaged in bona fide 
market making activities will not negatively impact Nadex’s ability to comply with this Core Principle.         

Core Principle 7 requires the DCM to make available to the public accurate information regarding 
the contract terms and conditions.  The Bitcoin Contract’s position limits are specified in Rule 12.20 in 
the Nadex Rulebook, and Alternative Position Limits are set forth in Rule 4.4.  Nadex makes its Rulebook 
available to the public on its website.  Position limits are also available to the public on the Nadex website 
directly beneath the contract specifications for any particular contract on that contract’s corresponding 
webpage.  Therefore, the amendment of Rule 4.4 pertaining to position limits will not negatively impact 
Nadex’s ability to comply with this Core Principle. 
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DCO CORE PRINCIPLES: AMENDMENT OF MARKET MAKER OBLI GATIONS 
 

Nadex has not identified any DCO Core Principles which would be impacted by the amendments 
to Rule 4.4 Market Maker Obligations. 

 
In accordance with §40.2(a)(2) of the Commission’s Regulations, Nadex plans to implement 

these Rule changes for the start of business on trade date December 1, 2014. 
 
These Rule changes have been outlined in Exhibit B.  The amendments to the Rulebook are set 

forth in Exhibit C.  Any deletions are stricken out while the amendments and/or additions are underlined. 
 

Nadex hereby certifies that the additions contained herein comply with the Act, as amended, and the 
Commission Regulations adopted thereunder.  No substantive opposing views were expressed to Nadex 
with respect to any of these actions.  

Nadex hereby certifies that a copy of these additions was posted on its website at the time of this 
filing. 

 
Should you have any questions regarding the above, please do not hesitate to contact me by 

telephone at (312) 884-0953 or by email at Donald.horwitz@nadex.com. 
 

 
      Sincerely, 

 
    Donald L. Horwitz 
    General Counsel and Chief Regulatory       
    Officer  
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EXHIBIT A 

 

Tera Exchange September 11, 2014 Bitcoin Self-Certification Submission 
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EXHIBIT B  

 

Rule Asset Duration/Close Time Action Effective Date 

4.4 Obligations of 
Market Makers 

N/A Exempt market makers 
from Bitcoin Binary 
Contract position limit 
stated in 12.20; remove 
“futures” from 4.4(d)(ii) 

12/1/2014 

12.20 Bitcoin Binary 
Contracts 

Daily 3:00PM ET Close Time; 

Weekly 3:00PM ET Close Time 

Add new Daily and 
Weekly Binary 
Contracts based on the 
underlying Tera Bitcoin 
Price Index 

12/1/2014 
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EXHIBIT C 

Addition of Rule 12.20, Amendment of Rule 4.4 

(The following Rule amendments are underlined and deletions are stricken out) 

RULES 1.1 – 4.3 [UNCHANGED] 

RULE 4.4  OBLIGATIONS OF MARKET MAKERS 

(a)  General – Transactions of Market Makers should constitute a course of dealings 
reasonably calculated to contribute to the maintenance of a fair and orderly market, and Market 
Makers shall not make bids or offers or enter into transactions that are inconsistent with such a 
course of dealings.  Ordinarily, Market Makers shall be obligated to do the following: 

(i)  trade for the proprietary account of the Market Maker only;  

(ii)  maintain at least the minimum capital on deposit with Nadex in accordance 
with the terms of the applicable Market Maker Agreement;  

(iii)  comply with all other terms of the applicable Market Maker Agreement; and 

(iv)  maintain two-sided displayed quotes of a minimum designated quantity 
(“Size”) within a predefined spread (“Bid/Ask Spread”) for a Series of Contracts for a 
certain period of time throughout the trading day in accordance with the terms of the 
applicable Market Maker Agreement.   

(1)  In ordinary market conditions, quotes must be made within a 
maximum Bid/Ask Spread.   

(2)  In fast market conditions, Market Makers will be permitted to 
refrain from quoting binding bid and offer prices, in accordance with the 
Market Maker Agreement.   

(3)  Market Makers will be permitted to reduce their size:  

(A) in any Binary Contract within a Designated Class that 
is so deep in-the-money as to be valued at $100 offer or so 
deep out-of-the-money as to be valued at zero bid and  

(B) in any Variable Payout Contract within a Designated 
Class when the underlying for that Variable Payout 
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Contract is outside the range of the Variable Payout 
Contract. 

(b)  A Market Maker has a continuous obligation to engage, to a reasonable degree under 
the existing circumstances, in dealings for the account of the Market Maker when there exists, or 
it is reasonably anticipated that there will exist, a lack of price continuity or a temporary 
disparity between the supply of and demand for quotations in a Series of a Designated Class to 
which the Market Maker is appointed.  Without limiting the foregoing, a Market Maker is 
expected to perform the following activities in the course of maintaining a fair and orderly 
market; 

(i)  To post bid and ask quotations in all Designated Classes to which the Market 
Maker is appointed that, absent changed market conditions, will be honored by the 
Market Maker.   

(ii)  To update quotations in response to changed market conditions in all 
Designated Classes to which the Market Maker is appointed.   

(iii)  All such Market Maker quotations shall be submitted as “Post-Only orders”.  
In the event a Market Maker has built a position size equal to or greater than 90% of 
any applicable position limit in a particular Class or Contract, then that Market 
Maker may submit non-Post-Only orders (that is, traditional limit orders) in lieu of 
its quoting obligation for such Class or Contract until the Market Maker’s position 
in such Class or Contract has been reduced to 75% of the applicable position limit, 
at which point the Market Maker’s obligation to submit Post-Only orders will 
resume. 

(iv)  A Market Maker may submit non-Post-Only orders in markets to which the 
Market Maker has not be appointed and, provided the Market Maker continues to 
meet its obligations to continuously quote a two-sided market under the Market 
Maker Agreement and these Rules,  in Designated Classes to which the Market 
Maker is appointed .   

(c)  Like other Members of Nadex, a Market Maker may not place an order to buy or sell 
a Contract in a Class unless it has the excess funds in its Nadex account necessary to fulfill its 
obligations under that order. 

(d) Alternative Position Limits for Certain Binary Contracts  

(i) Approved market makers who are engaged in bona fide market-making 
activity shall be exempt from the position limits for those Binary Contracts defined 
in 
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(1)  Rules 12.20 (Bitcoin), 12.55 (Japan 225), 12.65 (Wall Street 
30), 12.63 (US Tech 100), 12.59 (US 500) and 12.61 (US SmallCap 2000) 
of these Rules.  Instead, such market makers shall be subject to Alternative 
Position Limits of twice the limit identified for such Binary Contract in 
Chapter 12.  In addition, such Alternative Position Limits shall apply not 
to the entire class of Binary Contracts, but to each Binary Contract in that 
Class (i.e., per strike). 

 
(2)  Rules 12.3 (Copper), 12.5 (Gold), 12.7 (Silver), 12.9 (Crude Oil), 

12.11 (Natural Gas), 12.49 (FTSE 100) and 12.51 (Germany 30) of these 
Rules.  Instead, such market makers shall be subject to Alternative Position 
Limits of the limit identified for such Binary Contract in Chapter 12, which 
limit shall apply not to the entire class of Binary Contracts, but to each Binary 
Contract in that Class (i.e., per strike). 

 
(ii)  A market maker taking advantage of this exemption and an Alternative 

Position Limit must, within 1 business day following a request by Nadex’s 
Compliance Department, provide the Nadex Compliance Department with a 
trade register detailing all trading activity in any account owned or controlled 
by the market maker in the contract underlying a Binary Contract during the 15 
minutes immediately before and after any expiration time identified by Nadex’s 
Compliance Department in the request.   

RULES 5.1 – 12.19 [UNCHANGED] 

RULE 12.20  BITCOIN BINARY CONTRACTS 

 (a)  SCOPE – These Rules shall apply to the Class of Contracts referred to as the Bitcoin 
Binary Contracts issued by Nadex. 

 (b)  UNDERLYING – The Underlying for this Class of Contracts is the value of the 
bitcoin digital currency as indicated by the Tera® Bitcoin Price Index, calculated by the 
TeraExchange®15.   

            (c)  SOURCE AGENCY – The Source Agency is TeraExchange. 

            (d)  TYPE – The Type of Contract is a Binary Contract. 

         (e)  ISSUANCE – For each planned release by the Source Agency of the Underlying, 
Nadex will issue various Contracts, each of a different Series.   A new issuance of Contracts will 
commence no later than two (2) business days following the Expiration Date. 

���������������������������������������� �������������������
� �TeraExchange® and Tera® Bitcoin Price Index are service and trademarks of Tera Advanced Technologies, LLC.�
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             (f)  PAYOUT CRITERION – The Payout Criterion for each Contract will be set by 
Nadex at the time the Binary Contracts are initially issued.  For the Bitcoin Binary Contract, the 
Payout Criteria for the Contracts will be set as follows: 

(i)  WEEKLY BITCOIN BINARY CONTRACTS   

(1) EXPIRATION TIME – 3:00PM ET CLOSE 

(2) STRIKE INTERVAL WIDTH – The interval width between each strike level 
shall be 8. 

(3) NUMBER OF STRIKE LEVELS LISTED - Fifteen (15) strike levels will be 
listed for the Weekly Bitcoin Binary Contract Series.   

(4) STRIKE LEVELS GENERATED - Strike levels will be generated such that 
Binary Contract “W” is valued ‘at-the-money’ in relation to the Underlying 
market as determined by the Source Agency, immediately before the issuance 
of these Contracts, and shall be measured in U.S. cents rounded to the nearest 
one (1).  Seven (7) strike levels will be generated above Binary Contract W at 
an interval of eight (8), and seven (7) strike levels will be generated below 
Binary Contract W at an interval of 8 (e.g. W – 8; W; W + 8).  The Contract 
will have a Payout Criterion of greater than the strike level value.   

(ii) DAILY BITCOIN BINARY CONTRACTS   

(1) EXPIRATION TIME – 3:00PM ET CLOSE 

(2) STRIKE INTERVAL WIDTH – The interval width between each strike level 
shall be 1.5. 

(3) NUMBER OF STRIKE LEVELS LISTED - Twenty-one (21) strike levels 
will be listed for the Daily Bitcoin Binary Contract Series.   

(4) STRIKE LEVELS GENERATED - Strike levels will be generated such that 
Binary Contract “X” is valued ‘at-the-money’ in relation to the Underlying 
market as determined by the Source Agency, immediately before the issuance 
of these Contracts, and shall be measured in U.S. cents rounded to the nearest 
0.5.  Ten (10) strike levels will be generated above Binary Contract X at an 
interval of 1.5, and ten (10) strike levels will be generated below Binary 
Contract X at an interval of 1.5 (e.g. X – 1.5; X; X + 1.5).  The Contract will 
have a Payout Criterion of greater than the strike level value.   
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                              (iii)  Nadex may list additional Bitcoin Binary Contracts with different 
ranges of Payout Criteria on a discretionary basis in accordance with the CEA and Commission 
Regulations. 

               (g)  MINIMUM TICK – The Minimum Tick size for the Bitcoin Binary Contracts shall 
be $0.25. 

               (i)  POSITION LIMIT – The Position Limit for the Bitcoin Binary Contracts shall be 
2,500 Contracts.           

               (j)  LAST TRADING DATE – The Last Trading Date in a Series is the same date as 
the Expiration Date. 

               (k)  SETTLEMENT DATE – The Settlement Date in a Series is the same date as the 
Expiration Date. 

               (l)  EXPIRATION DATE – The Expiration Date of the Contract will be the date on 
which the Bitcoin Expiration Value is released by the Source Agency. 

               (m)  SETTLEMENT VALUE – The Settlement Value is the amount paid to the holder 
of the in-the-money Contract on the Settlement Date.  The Settlement Value of an in-the-money 
Bitcoin Binary Contract is $100. 

                (n)  EXPIRATION VALUE – The Expiration Value is the price or value of the bitcoin 
released by the Source Agency on the Expiration Date.  The Expiration Value will be the last 
bitcoin value just prior to the close of trading of the Bitcoin Binary Contract as reported by the 
Tera Bitcoin Price Index, calculated by TeraExchange. 

                (o)  CONTINGENCIES – If no daily settlement price of the relevant Tera Bitcoin 
Price Index is announced by the Source Agency, the Settlement Date will be delayed until such 
settlement price for that Series is released and publicly available. 

RULES 12.21 - 12.78 [UNCHANGED] 

 

End of Rulebook 
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